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O R D E R  

On September 16, 1992, The Union Light, Heat and Power Company 

("ULH&P") filed its application for authority to increase its rates 

€or gas service by $8,504,033 and for approval to modify its gas 

service tariffs. On February 8. 1993, ULH&P, the Intervenors, 

Attorney General of the Commonwealth of Kentucky, Newport Steel and 

Citizens Organized to End Poverty in the Commonwealth, filed a 

Joint Stipulation and Recommendation for the Commission's 

consideration. Commission Staff was neither privy to the 

negotiations nor a signatory to the agreement. ULHbP and the 

parties to the joint stipulation were provided the opportunity to 

present evidence to support the reasonableness of the agreement at 

a public hearing held on February 23, 1993. 

After consideration of the agreement, the evidence of record 

and being otherwise sufficiently advised, the Commission finds that 

the agreement should be rejected in its entirety for the reasons 

discussed herein. 

Parties to a Commission proceeding are encouraged to negotiate 

a resolution of any or all disputed issues. Public policy favors 

such action. However, even if acceptable to the parties, any 



agreement must be lawful and reaaonabln when eubjected to review by 

the appropriate governmental authority ultimately charged with the 

statutory responoibillty oP approving it. Thin rule wan euccinotly 
otated in Utah Degt. of Adminietrative Services v. Pub. Berv. 

Conim'n, 658 P.2d 601 (Utah 1983); 

The law has no interemt in compelling all 
dieputee to be rerolved by -litigation. 
International Motor Rebuilding Co. v. United 

28 949 I 952 197'8). One reason publlc 
Dolicv favors the aattlement of disuutea bv 

hotor Exchanqe, Inc., 193 K an. 497 I 499 I 39 

~omprbniee ia that thin 8VOid.9 the dilay- ani 
the public and private expenee of litigation. 
The policy in favor oP settlements applies to 
controversies before regulatory agencies, 80 
long as the settlement in not contrary to law 
and the public Interest is safeguarded by 
revlew and approval by the appropriate public 
authority. 

- Id. at 613. (Citations omitted) (Pootnote omitted). 

The Commieelon le charged with the statutory responsibility to 

set Palr, just and reasonable rates for utilities under its 

jurlsdlction. KRS 278.030, 278.040. This responsibility require0 

balancing the interests of the utility and its shareholders with 

the interests of it6 customers. In exercising its authority to eet 

rates, the Commission is bound by law to consider not only the 

reasonable operating expenses the utility lncurs in providing 

service to its cuetomere but also a reaeonable level of return to 

the utility and its shareholders. At the same time, the Commieeion 

must consider the customers' interest in obtaining utility service 

at the lowest reasonable rate. Any decision entered by thie 
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Coiiiiiiiooion rogarding tho ratea sot Porth in the agreement muet ale0 

ba h o o d  upon the record oroatod by the parties to the proceeding. 

KRB 278.190 provideo that at any rate increaee hearing, tho 

burdon of proof to show that the inCrOaEed rate is just and 

raaaonablo roots with tho utility. At the hearing held to 

determine tho reanonablsneos of the joint etipulation none oP the 

wltnooooo tostiPying could identiey Por the Commieelon the level oP 
rate bane, oomt of capital ratel, or rates of return which would be 

ganaratod by the total revenue increaee to which the partioe 

agre0d.l TOEtimOny was produced that indicated the parties had not 

determined a love1 of revenues or a roaaonable love1 oP operating 

axpciiiiraa in arriving at the 94,875,000 revenue increaee agreed to 

In unttlament. 

Without any analysis of t h e m  issues, which are of eeminal 

I~i~y~.)~laiico in a rate cane, the joint stipulation and the teetimony 
1 I I  Iiupporl: thereof Pail to present euPPicient lneormation to 

detic:rlbu, explain and justiPy the $4,875,000 revenue increaee 

agratrd t o  by tho partloe. The Commieeion cannot accept eettlementa 

h a v d  on tho naked aenortion of the parties that the result ie 

raauonable. 

I 01 What capital etructure and cost of capital ratee do 
you asoume are incorporated into this settlement 
agrooment? 

A I  . . . Wo did not Pactor in any specific coat or 
rete barre or rate of return. . , . 

Tr. of Evid., ULHlrP Witness Harehall, at 10. 
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In raviowing the joint atipulation, tho Comnilnelon lo elno 

concornod that isouee of Clret lmpronolon have boon ronolvod by tho 
parties without being thoroughly axplorod by tho Commlnnlon, 

Although tho Joint stipulation etatoo that itn provielono aro not 
binding upon tho partior or the Commlnnlon in futuro prooeodlnga, 
our aooeptanco or aortain provlolona an toaooneblO, Cor lnotanoo 

FRED 106 ooeta, will be viewod by other utilltioe who nook to roly 

on thoee conclusions in futuro rate ro~uoota afi tho aonoidorod 

opinion of the Commioeion. Inolusion of FA8ll 1 O G  oooto warn novor 

proposed by any of the partiolpantr and tho rooord lo davold of any 
ovidanoe to support thin adjuotmont. Thoir inoluolon In tho 

agroament io not, alone, eueriolont banlo Cor tho Comnilaolon kc 

accopt thsm am a banio Cor fair, j u t ,  and reaeonable ratom. 

IT I8 THEREFORE ORDERED that the joint otlpulatlon and 

recommendation bo and it horoby ir rojoatod in ito rntlroty, 
IT I8 FURTHER ORDERED that a hearing to aonnidor ULHLP'I 

appliaation for approval to adjurt rates bo and i t  heroby in 
echeduled for April 19, 1993, et 10100 e.m., Eaetorn Daylight Time, 

in Hearing Room 1 of tho Commlsoionls oCCiooo at 730 Bahonkel Lane, 

Frankfort, Kentuaky. ULHLP ohall g i v e  notloo of thio hoaring 

purouant to 807 KAR 51011, Sootion 9 ,  and shall provide prior to 

tho hearing certifioatlon that publiaatlon ha8 ooourrod. 
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Done at Frankfort, Kentucky, this 24th day of March, 1993. 

PUBLIC SWVICE CWAISSION ~ 

&ha- 
vice Chairman 

DISSENT OF CHAIRMAN OVERBEY 

I agree that the record dose not eupport the inclueion of the 

FASB 106 coete. Nor would I accept the IT and ICT tariffm an 
Piled. 

While I ehare many, but not a l l ,  of the concerns of the 

majority about other featuree and terme oP the settlement and the 

possible conseguencee flowing therefrom, thoee concerns are  not, in 

my viow, sufficient to reject the settlement, absent the inclueion 

Of tho FASB 106 COEtE. 

Testimony offered in eupport of A settlement may not and need 

not be of the type required to shore up claims/rebuttals typical of 

a full-blown rate case. The proof offered here was perforce hemmed 

in by And focused on the ieeue of whether the eettlement wa8 iteelf 

reasonable. 

Sane the FASB 106 coets (and tariffs as filed) I believe the 

record aupporte the contention that the settlement f a l l s  within the 

parametere of reneonableneee and ought to be adopted. 
n 

~ -.. 
Chaihan 

A:? ~t ~ ~, 

Exccu ve D rec or 


